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VOLUNTARY REPORT OF INFORMATION
DATED DECEMBER 3, 2004

The City of San Diego, California (the “City”) is submitting this Voluntary Report of
Information (this “Report”) to the Municipal Securities Rulemaking Board (“MSRB”), the
Nationally Recognized Municipal Securities Information Repositories (“NRMSIRs”) via
DisclosureUSA, and others as stated on the Distribution List. The City may or may not from
time to time voluntarily submit additional information. This submission does not constitute a
commitment to provide information beyond the disclosure requirements of any Continuing
Disclosure Agreements.

This Report is dated as of December 2, 2004 (the “Dated Date™) and speaks only as of
the Dated Date. Readers are cautioned not to assume that any information has been updated
beyond the Dated Date unless this Report expressly states that it constitutes an update of a
specific matter in a document. The City expressly disclaims any duty to provide an update of
this Report or a further update of any document, or matter therein, specifically referenced.

The filing of this Report does not constitute or imply any representation (1) that any
or all of the information provided is material to investors, (2) regarding any other financial,
operating or other information about the City, or the referenced securities, (3) that no
changes, circumstances or events have occurred which may have a bearing on the security for
the referenced securities or an investor’s decision to buy, sell or hold the referenced
securities.

Any statements regarding the referenced securities, other than a statement made by the
City in an official release or subsequent notice or annual report, published in a financial
newspaper of general circulation and/or filed with the MSRB or the NRMSIRs, are not
authorized by the City. The City shall not be responsible for the accuracy, completeness or
fairness of any such unauthorized statement.

Dated: December 3, 2004

P. LAM(IL;F EWELL
City Manager
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City of San Diego
MEMORANDUM

DATE: December 1, 2004
TO: Honorable Mayor and City Councilmembers
FROM: P. Lamont Ewell, City Manager

SUBJECT: Wastewater and Water Capital Improvement Funding Issues

Summary:

We have been monitoring the on-going wastewater and water capital improvement
programs. Our analysis now indicates that it would be prudent to curtail both the
wastewater and water capital programs until such time as the City can obtain funding. We
are diligently working on interim funding options for the wastewater CIP and fully expect
to obtain conventional financing for both wastewater and water in calendar year 2005.

[ would emphasize that we have, and will continue to have, sufficient resources to
complete all the wastewater projects for which contracts have been awarded, including
those that are phase-funded. The City has sufficient resources to complete existing water
projects and to continue the water treatment plant projects through FY06. In addition, the
operations and maintenance programs in both MWWD and the Water Department should
not be significantly impacted by the curtailment of the capital programs.

Finally, we have sufficient resources to continue the planning and design of future CIP
projects, as currently scheduled, through the end of calendar year 2005.

Issues:
Wastewater

The last wastewater financing occurred in January 1999 (§315M). An anticipated
September 2003 financing and refinancing ($506M) did not occur due to issues
concerning the City’s disclosure documents. In June 2004 we obtained interim financing
($152M) to continue the CIP on-schedule. We have now used all available resources to
continue the Capital Improvements Program. Therefore, we must now curtail the CIP
until funding becomes available again.



Curtailment means:

e No new awards for capital projects will be made after December 10, 2004.

e There is sufficient funding to complete all projects for which contracts have been
awarded, including the future phases of phase-funded contracts.

* There is sufficient funding to support engineering staff in MWWD and
Engineering& Capital Projects until January of 2006. Staff will focus on design
preparation until the capital program is fully restored through new debt-financing.
This will enable us to return to our original program as quickly and smoothly as
possible once funding is available. However, if debt-financing is not secured by
January 2006, staff reductions or furloughs will be required.

e An allowance of $5 million will be reserved to fund possible emergency capital
projects through CY05.

Because of the reduced capital program necessitated by the lack of funding, the City
anticipates not being able to comply with certain of the milestones in the existing U.S.
EPA Administrative Order or the proposed Consent Decree.

Water

The last water financing and refinancing occurred in August 2002 ($287M). A September
2005 financing is anticipated.

The water CIP has three large, phase-funded projects (the treatment plants) that are the
most critical elements of the program because: (1) there will be a regional shortage of
treated water if the City does not complete the treatment plant expansions on-schedule;
and, (2) we risk non-compliance with U .S. EPA new treatment requirements if we do not
complete the upgrades to the plants’ disinfection processes on-schedule. Therefore, we
must curtail all other elements of the water CIP now in order to keep these three projects
going.

Curtailment means:

e No new awards for capital projects (other than emergencies) will be made after
December 10, 2004.

e There are sufficient funds to continue construction of the water treatment plant
expansions and all phase-funded pipeline projects that have already been awarded
through FY06. However, the phases beyond FY06 cannot proceed without new
funding-- approximately $25 million will be needed in FY07 for the treatment
plant projects.

o Other than continuing the water treatment plant construction through FY06, there
will be no other new capital awards. Replacement of cast iron mains will not
occur.

e There is sufficient funding to support water engineering staff in the Water
Department and Engineering & Capital Projects until January 2006. Staff will
focus on design preparation until the capital program is fully restored through new
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debt-financing. This will enable us to return to our original program as quickly
and smoothly as possible once financing is restored. However, if funding is not
secured by January, 2006, staff reductions or furloughs will be required.

Because of the severely constrained capital program necessitated by the uncertainty of
funding, the City anticipates not being able to comply with certain of the milestones in
the existing California Department of Health Services Order. The first project to miss its
DHS Order milestone (because there is no funding for its future phases) will occur on
December 31, 2004, and we will so inform the DHS.

The lack of capital funding for sewer rehabilitation and water line replacement will

eliminate new group jobs until funding is secured. This will impact street resurfacing and
pedestrian ramp construction.

Conclusion:

We are preparing a complete analysis of the options available to the City to minimize the
impacts of the delays to the water and wastewater capital programs including the interim
financing mentioned above. We will docket a report to the City Council in mid-January
that presents the results of our analysis.

P. Lamont Ewell
City Manager
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